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Economic Liberalism: System for Tomorrow?*

A View From Abroad
Does the liberal economic system still have a future?

The question, it seems, is no longer "in," because a
collective prejudice stretching over the entire political
spectrum from left to right has apparently already pinned
a negative on it or, at least, consigned it resignedly to the
files. Over the long term, however, this sort of lethargy is
perilous.

Open and Hidden "Enemies"

On the exteme left, the market-regulated economy is
equated with "capitalist exploitation' —i.e., with a class
society in which monopolistic owners of the means of
production keep defenceless workers drudging for starva-
tion wages and cement their supremacy with the "surplus
value" bled out of them. The fact that social reality is
steadily undermining the credibility of this theory is no
longer a bother for postwar revolutionaries since Marcuse
came along and fused Freud and Marx into a revised
socio-psychological version of the exploitation theory,
namely that the ruling class has used repression to create
a "one-dimensional" human being alienated from himself.
And even though the proletariat of early capitalism may
have largely disappeared from our latitudes, exploitation
of the starving developing countries by the capitalist
"multis" is still sufficient to keep the rebellion against the
free-enterprise "exploiters" ticking over.

On the right, it is more difficult to pinpoint the
"enemy" of the liberal economic order, because he
himself often emerges as the most zealous proponent of
economic liberalism. He is, of course, totally against any
government interference in "free enterprise." Nor is its
freedom even limited in his eyes when the economic
vacuum created by a night-watchman government is
occupied by powerful interest groups tending dangerously
towards competition-killing oligopoly. For him, economic
liberalism does not refer to the self-regulating market
economy, but to freedom from the State — even if the
latter is alone capable of protecting market-economy
freedom.

Located between these far-out enemies of a functioning
market economy are the lukewarm pragmatists on both
left and right. They are, if anything, even more

*This article, by Christian Lutz, the Head of the Economics
Department of the Swiss Bank Corporation, is reprinted from
Prospects, a quarterly publication of that bank. Because the
author is a European, and/or because of difficulties of translation,
many of the names used in the essay may be used in ways
unfamiliar to readers. For example, "liberalism" is used in the
traditional sense of a commitment to the maximization of
individual liberties and freedom of choice rather than a misguided
commitment to the redistribution of income and resources
through government intervention, which seems to be the sense in
which the name "liberalism" now is used in the United States.
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dangerous. Though admitting that the market-regulated
economy has proved to be the most effective system,
they hate all dogmatism and feel that obvious mal-
functions of the market economy call for repeated
corrective measures. The trouble is they overlook the fact
that most of these malfunctions are caused by deliberate
paralysis of the market mechanism, and that so-called
pragmatism is a vicious circle leading ever deeper into the
labyrinth of interventionism until the perpetual motion
machine that is the market-regulated economy ultimately
comes to a creaking halt. Whether this unholy process is
conducted under the banner of social justice, regional
equilibrium, environment preservation or price stability,
the end result is basically the same.

The Liberal Economic Dream

Where, then, do you find the "real" economic liberal?
He has trouble attracting attention, because his language
is rather irritating and, at first glance, contradictory.
Roughly, he says he is after the greatest good for the
greatest number, and the best way to achieve it is for
each person to strive for his own personal optimum —
providing a strong State supplies the basic requisites for
so doing. This constitutes a clear social policy that is
compatible with human nature.

It assumes first that everybody wants to have things as
pleasant as possible, and that society should be organized
to allow the greatest possible number to obtain maximum
satisfaction from life. In economic terms, this means that
a limited amount of physical goods (i.e., goods in the
broadest sense) should be used to provide the greatest
possible number of individuals with maximum benefits —
in the sense of satisfying their most pressing needs. In
other words, input and output — in the figurative sense,
too — should be in the most favourable possible relation.
The important thing is to make the most of life's
naturally limited possibilities and to prevent wastage of
scarce resources.

But does this not mean, to paraphrase Engels,
transforming humanity into a pack of rapacious beasts,
because everybody has the same interests as everybody
else? Hasn't everything belonging to one person been
taken away from another? This might be the case under
the extreme conditions of an anarchical dog-eat-dog
situation, or even in a society such as the ultra-capitalist
one observed by Marx in which a privileged class
controlled virtually all the power and all the riches. But
in what respects, then, do such social systems differ from
the economically liberal form of government? Precisely in
the requisites which ensure that the individual's striving
for his own welfare will contribute to the good of all.
What sort of requisites are these?



Its Citizens

Let us put the most demanding requisite of the liberal
State right at the top of the list: the majority of its
citizens have to be capable of coping with life on their
own. This means you need people with the ability to
recognize their inherent resources and those of their
surroundings, and to make the most of them. From this
flow logical postulates for the State, which has to
guarantee external and internal security, a minimum of
social levelling and an educational system oriented to the
described objective. Another obvious implication is that
its ability to function presumes a certain minimum level
of economic development.

Once these conditions are adequately fulfilled, the
image of rapacious beasts no longer seems to fit: identical
interests do not necessarily have to get in each other's
way. Nor are competing interests generally identical for
everybody. Priorities differ with varying talents and
external circumstances, and they also undergo continual
transformation through time as needs in the various
spheres are met to greater or lesser degrees. Whenever two
individuals or enterprises have differing priorities, a
trade-off is usually possible to the benefit of both.

Its Monetary System

From the standpoint of the economy, the introduction
of money multiplied the possibilities of mutually
beneficial trading immeasurably, because it removed all
restrictions on bilateral exchange: each individual can
retain the proceeds of the goods sold until a trading
partner beneficial to him turns up. This implies a further
fundamental requisite of the economically liberal State:
when everyone lives in fear of being cheated out of the
fruits of his labour because the value of the currency
trickles through his fingers, the self-regulating priorities of
the market become perverted. The economically liberal
State must be strong enough to keep the value of its
currency stable by seeing that the circulation of money
does not swell faster than that of goods.

Its Environmental Policy

If the social exchange is to benefit everybody, still
other requisites have to be provided by the economically
liberal State. First, you have to be sure the exchange is
fair and not robbery. If companies pollute air and
water — or even if your neighbour ruins your view with
his new house — it is, strictly speaking, social robbery,
because the well-being of society or an individual is
impaired without the recompense of a voluntarily entered
give-and-take relationship. Hence the State has a funda-
mental duty to see that these kinds of social theft
("environmental nuisances" in the broadest sense) are
prevented. At this point the liberal economic system
comes up against certain limits. As the cited, examples
show, it is impossible to solve all environmental problems
simply by prohibiting the nuisance. The society has to
provide substitute solutions that prevent households or
enterprises from living at the expense of others, say, by
forcing them to finance the reparation of damages caused.
In many cases, though — for example the much-discussed
regional planning — the society must be satisfied simply to
agree on the extent of the nuisances it is willing to put
up with and on the price it wishes to exact in return.

Surely it is desirable for such decisions, which do not
fit within the framework of the market-regulated
economy, to be taken with the aid of democratic
processes, although these can, however, mean coercion for
the minority.

Its Competition

But there is yet another important requisite if social
exchange is to function properly: robbery may occur if
the possessor of a certain article tries to force all
potential business partners to enter into an exchange
relationship with him alone. The robbery then rests in the
elimination of all competitors, some of whom might have
granted the business partners more favourable terms. Here
again, a fine distinction is called for: if a person or
enterprise is shrewd enough to offer the marketplace a
unique, sought-after article that sells like hot-cakes, you
have a de facto monopoly that does not involve social
robbery. The exchange relationship is voluntary, and the
profits earned will attract imitators who gradually cut
them down, forcing the pioneer to look for a new market
opening. This dynamic process, by which monopoly
positions are continually being built up and then lost
again, is the familiar competitive spur, the real motor
behind technical progress.

Things are different when monopolies are cemented by
political means. A dominating producer or group of
producers have countless possibilities for restricting
competition to keep the monopoly profit from dwindling
away. What was originally a premium for technical
progress thus becomes the wages of political power. The
economically liberal State is obliged to prevent this sort
of social theft by strictly forbidding any restraints on
competition. As a rule, this type of prohibition seldom
has to be qualified, except in rare cases where, for
technical reasons, a plurality of suppliers is impractical.

Its Public Institutions

Put another way: the economically liberal State needs
to be strong enough to fulfil the functions described, but
it should limit itself strictly to those functions. As an
economy expands, the State's share of the GNP should
therefore fall off, not increase. In reality things are just
the reverse, because both too much and too little is
expected of the State: too much, in that many functions
are assigned to it that could be taken care of much more
effectively by the self-regulating market itself; too little,
in that it has insufficient power to guarantee the
requisites described — which gives rise to repeated break-
downs that call for one-shot patchwork intervention
measures.

Its Future

Admittedly, it can be argued that this economically
liberal State has never existed, and, in view of the
pressure of growing welfare-state demands and the
increasingly apparent limits to growth, that such an
academic model will become more and more Utopian. It is
certainly true, at least, that the model has never been
fully realized. In fact no regulatory modelf has ever been
put consistently into effect, because all governments have
(in spite of all revolutions) developed dynamically from
historical realities. However, this does not detract from
the usefulness of regulatory models as guidelines. But is
the liberal model still a useful guideline today? The
answer is: more than ever. For one thing, there has never
been such a favourable basis for realizing it as the present
situation in the Western countries with their quite
uniformly distributed, high prosperity, the largely
achieved liberation of the individual from "repressive"
standards, their relatively highly developed education and

t By "regulatory model" the author apparently refers to any type
of imagined "pure" socio-economic arrangement. — Ed.
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training systems and the pronounced and growing
differentiation and restructuring of their economic
machinery.

On the other hand, the need for liberal economic
guidelines has never been so urgent: the more the
much-quoted limits to growth clearly demand a switch
from a cowboy economy to a spaceship economy, the
more urgent it becomes for us to achieve an economic
system designed for steady productivity rises by saving on
dear (because scarce) means of production and concen-
trating on dear (because sought-after) products, which
certainly offers the best guarantee against all types of
wastage. And the clearer it becomes that achieving
understanding with the less privileged parts of the world
is a matter of survival, the more pressing our need for
dynamic governments that do not fritter away their
political energies putting right their own bungles.

STATISTICAL INDICATORS

Among the primary leading indicators of business-cycle
changes, the average workweek for a production worker
in manufacturing increased during May. The 3-month
moving average of this series increased to a level equal to
that recorded during February 1976, which was the
highest during this cyclical expansion. The cyclical status
of this average-workweek series had been indeterminate
because its recent levels had been less than the February
1976 level. Now it is appraised as probably expanding
cyclically. Because of this change, the percentage of
primary leaders appraised as expanding cyclically in-
creased from 58 to 67.

The number of persons employed in nonagricultural
establishments increased during May. That series and all
primary roughly coincident indicators are expanding
cyclically.

The ratio of consumer installment debt to personal
income increased markedly during April after having
decreased during February and remaining unchanged
during March. This increase removed any doubt that the
ratio of consumer debt to personal income is expanding
cyclically. The inverted average duration of unemploy-
ment decreased for the second consecutive month during
May. The 3-month moving average of this series has
decreased for 1 month. -However, the conclusion that the
upward trend of this average-duration series may have
ended is not warranted by such a decrease, and we
continue to appraise this series as expanding cyclically.
The composite of short-term interest rates increased
substantially during May. This series has increased during
4 of the past 5 months, and any doubt that it is
expanding cyclically now has been removed. All of the
primary lagging indicators are appraised as expanding
cyclically.

That eight of the twelve primary leading indicators
apparently are expanding cyclically and only one
apparently is contracting cyclically suggests that general
business activity will continue to expand during the next
few months.

SUPPLY
INDUSTRIAL PRODUCTION

Note: All data are adjusted for seasonal variations.
The Index of Industrial Production published by the

Federal Reserve Board increased substantially during
February, March, and April. The level of this index during
April was a record 136.1 (1967=100). Industrial output
had increased to a record level during December but had
decreased markedly during January. That industrial

CHANGES IN INDUSTRIAL PRODUCTION INDEXES
DURING 3 MONTHS ENDED IN APRIL

Percent Change From
Propor- Preceding 3 Year-Earlier 3

tion Month Period* Month Period

Total Index
Industry Groups

Mfg., total
Durable goods
Nondurable goods

Mining & Utilities
Market Groups

Consumer goods
Business equipment
Materials
* Compound annual rate.

100

88
52
36
12

28
13
39

+7.6

+7.7
+6.4
+9.1
+3.7

+6.7
+7.6
+9.6

+5.3

+5.2
+5.8
+4.5
+3.7

+5.2
+8.1
+4.9
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production increased to record levels during each of the
subsequent 3 months confirms the assertion that the
January decrease was attributable to the severe weather
conditions and natural gas shortages then.

The index of industrial production is a primary roughly
coincident indicator of business-cycle changes. This series
reached a cyclical trough during March 1975 from which
it increased for 17 consecutive months. Small decreases in
industrial output during September and October 1976 had
raised some doubt that it still was expanding cyclically
then. However, subsequent data reveal that the cyclical
expansion of industrial production continued through
April at least.

During the 3 months ended in April, the total
industrial production index averaged 1.8 percent more
than that during the preceding 3 months. As is shown in
the accompanying table, this increase was equivalent to an
annual rate of 7.6 percent. Although the rate of increase
in this 3-month averaged index has accelerated from a
0.9-percent annual rate during the 3 months ended in
November, this 7.6-percent annual rate is substantially less
than the rates of increase recorded during the year
following the cyclical trough of industrial production in
March 1975.

All major groups of industrial production increased
during each of the 3 months ended in April, except the
mining and utilities group, which decreased during
February but increased during March and April. The
percentage changes in the average seasonally adjusted
indexes of these groups for the 3 months ended in April
from those for the preceding and year-earlier 3-month
periods are shown in the accompanying table.

Production of durable goods increased at an annual rate
of 6.4 percent during the 3-month period ended in April.
That rate of increase in such production was nearly
double the 3.3-percent rate of increase during the 3
months ended in January. Although production of
durable goods has been in an upward trend since reaching
a cyclical trough during March 1975, such production
during April was nearly 3 percent less than the record
amount recorded in November 1973. That such produc-
tion has not exceeded the previous cyclical peak more
than 2 years after an expansion in the series had begun is
unusual. During the preceding three business cycles,
durable goods production exceeded its previous peak
between 12 and 19 months after it had begun to expand
cyclically. Durable-goods production increased at a
13.4-percent annual rate between March 1975 and August
1976. However, during the 8 months ended in April, the
annual rate of increase in such production was only 2.9
percent. At that rate durable-goods production would not
exceed its previous peak until December 1977.



Production of nondurable goods increased at an annual
rate of 9.1 percent during the 3 months ended in April.
That was the largest rate of increase in this averaged series
since it increased 10.2 percent during the 3 months ended
in April 1976. Production of nondurable goods increased
at a 21-percent annual rate from a cyclical trough during
March 1975 through March 1976. However, during the
following 10 months (April 1976 through January 1977)
such production increased at only a 2.6-percent annual
rate. The rate of increase in the production of nondurable
goods has accelerated again since January.

Mining and utilities output increased at an annual rate
of 3.7 percent during the 3 months ended in April. A de-
crease in mining and utilities output during February was
attributable to a decrease in utilities output then from the
weather-related January level. (During January utilities out-
put had increased substantially reflecting a large use of elec-
tricity for heating purposes.) Mining and utilities output
increased to record amounts during March and April.

Among the market groups of industrial production, the
rates of production of consumer goods and business
equipment have abated during recent months but that of
materials has accelerated. During the 3 months ended in
January, production of consumer goods increased at an
annual rate of 11 percent. However, during the 3 months
ended in April, this rate of increase was 6.7 percent.
Production of business equipment had increased at a
15-percent annual rate during the 3 months ended in
January, but at only a 7.6-percent annual rate during the
3 months ended in April.

Materials production, which had decreased at a
2.6-percent annual rate during the 3 months ended in
January, increased at a 9.6-percent annual rate during the
3 months ended in April. Production of both durable and
nondurable materials increased markedly during that
period. However, production of energy materials de-
creased slightly then.

The accompanying chart shows the relationship be-
tween the ratio of manufacturing and trade sales to
inventories and the index of industrial production.
Increases in the ratio indicate that either sales are
increasing more rapidly than inventories or that inven-
tories are decreasing more rapidly than sales. During a
business-cycle expansion, if sales are increasing more
rapidly than inventories, manufacturers will increase
production in order to restock their inventories. There-
fore, increases in this ratio have favorable implications for
near-term industrial production.
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During every postwar business-cycle contraction, the
to inventories ratio began decreasing at least 6

months prior to the cyclical peak in industrial production.
Therefore, that the ratio of manufacturing and trade sales
to inventories is at a cyclical high suggests that industrial
production will continue to expand cyclically for the next
few months at least.

Continued increases in the index of industrial produc-
tion seem probable during the next few months at least.

Latest Weekly Data: Selected Items

Production of steel, automobiles, and electric power (1)
in the 1- and 4-week periods ended on the indicated dates
in the current year and (2) in the corresponding periods
of earlier years was as follows:

Steel 1972 1973 1974 1975 1976 1977
Ingots (million tons)
1 week: June 4 2.64 2.95 2.90 2.06
4 weeks: June 4 10.71 11.92 11.53 8.61

Automobiles
Vehicles (thousands)
1 week: June 4 157 183 143 149
4 weeks: June 4 732 826 641 554

Electric Power
Kilowatt-hours (billions)
1 week: June 4 31.5 33.9 34.7 36.0 36.1 39.6
4 weeks: June 4 126.3 134.9 139.5 141.1 144.5 156.7

Percent change from 4 weeks a year earlier: +8.4
p Preliminary.

2.67 2.73
10.88 11.05

166
745

182p
808p

+15

+10

ELECTRIC POWER PRODUCTION
(Percent Change from Year Earlier)

- 5

1969

DEMAND
RETAIL SALES

Estimates of retail sales during the most recent week
and 4 weeks compare with such sales during the
corresponding periods a year earlier as follows:

Period Percent change
Week ended June 4 +14
Four weeks ended June 4 +11

PRICES
COMMODITIES PRICES

1976
Index May 31

Spot-market, 22 commodities* 532
Commodity-futures 698
Steel-scrap $82.17

7977
May 23 May 30
565 562
845 816

$64.50 $62.50
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June 10 June 2 June 9
Gold $126.65 $141.95 $140.60
*For the preceding Tuesday.
Note: The indexes are, respectively, those of the U.S. Bureau of
Labor Statistics, Dow-Jones, and Iron Age. The spot-market and
futures indexes are converted so that their August 1939 daily
averages equal 100. The steel-scrap index is a composite price for
No. 1 heavy melting scrap. The gold price is the final fixing in
London.
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